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THE FEDERAL FARM LOAN ACT. 

By Walter B. Palmer, Special Agent, Bureau of Foreign and Domestic 
Commerce, United States Department of Commerce. 



The Federal Farm Loan Act. The passage of the Federal 
Reserve act, which provided a more elastic currency system 
for the commercial needs of the country, has been followed 
within three years by the enactment of the Federal Farm 
Loan bill, which furnishes facilities for farmers to obtain 
credit on far more advantageous terms than have been offered 
to them heretofore. The latter bill is intended to place 
agriculture on an equal footing financially with other in- 
dustries. It passed both branches of Congress by practically 
a unanimous vote. Considered from financial and economic 
standpoints the Federal Farm Loan act is one of the most 
important measures ever enacted by Congress. 

Until the passage of the Federal Reserve act, in December, 
1913, national banks were prohibited from making loans on 
real estate security, and farmers found it difficult to secure 
credit accommodations at reasonable rates of interest. The 
only security that farmers can give for a loan is usually real 
estate, and frequently they are charged exorbitant rates of 
interest, in violation of usury laws. Recent investigation by 
committees of Congress and the Department of Agriculture 
showed that the average rates of interest on farm mortgages, 
including commission, varied from 5.3 per cent., in New 
Hampshire, to 9 and even 10 per cent, in certain Southern 
and Western States; in some instances they were as high as 25 
per cent. 

The Federal Reserve act permits member banks to make 
loans secured by mortgages on improved farm lands, for 
periods of not exceeding five years, to the extent of only 
25 per cent, of their capital and surplus. This makes avail- 
able for such loans less than $500,000,000, whereas existing 
farm mortgages amount to over $2,000,000,000. Federal 
Reserve banks are organized principally for the benefit of the 
commercial and manufacturing classes. They extend or con- 
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tract their loans in response to the rise and fall in the supply 
of deposits. They must be prepared to return deposits on 
demand, and it is important for them to invest these deposits 
in only short time loans. 

Federal Reserve banks have, therefore, shown little dis- 
position to make loans on farm mortgages. Some state 
banks and savings institutions make such loans and permit 
them to run five years, but usually insist on notes payable 
on demand, so that the bank funds will not be tied up in case 
of sudden calls for the return of deposits. The farmer bor- 
rower is, therefore, in constant dread that he will be com- 
pelled to repay his loan at a time when it will cause him 
inconvenience or perhaps loss. When loans on farm mort- 
gages are renewed the farmer must pay additional fees and 
frequently new commissions. In some states the mortgagor 
must pay taxes on the mortgage as well as on the land. In 
other states the mortgagee must pay taxes on the mortgage, 
which, of course, are reflected in the rate of interest. 

The census of 1910 showed that the rural population of the 
United States then was 49,000,000 and the urban population 
(population of incorporated places, including New England 
towns, having 2,500 inhabitants) 42,000,000. The farming 
class, constituting about half the total population, needs 
loans for the purchase of additional land, the erection of farm 
buildings, the construction of roads, drains, and fences, and 
the purchase of machinery and stock. If farmers can obtain 
loans for such improvements on reasonable terms, agricultural 
operations will be greatly extended, and lands made more 
productive, with the result that farm products will be more 
plentiful. This will have far reaching effects, for with in- 
creased production consumers would be benefited by lower 
prices. Country life will be made more attractive and the 
tendency of farmers' sons to seek employment in the cities 
will be checked. 

Of all the leading industries agriculture has been more 
hampered in obtaining credit for operating expenses than any 
other. According to the census, the value of farm products 
in 1909 amounted to $9,000,000,000, and of manufactured 
products $21,000,000,000, or over twice as much. But the 
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amount invested in farm lands, buildings and equipment, 
$41,000,000,000, was over twice the capital employed in 
manufacturing, $18,000,000,000. 

Many farmers compelled to borrow money to carry on 
farming operations would have been ruined by the high rates 
of interest and commission charges that they have been 
forced to pay had it not been for the great increase in the 
value of farm property during recent years. The Federal 
census reports that during the 10 years from 1900 to 1910 
the average value of farm lands in the United States increased 
from $15.57 to $32.40 per acre, or 108 per cent. 

The percentage of mortgaged farms increased during these 
10 years from 31 to 33.6 per cent., though this was partly 
due to the breaking up of Western ranches and Southern 
plantations into smaller holdings. The percentages of all 
mortgaged farms for which reports concerning mortgages 
were obtained by census enumerators are shown in the follow- 
ing table, these percentages being based on the combined 
total for farms free from mortgage and farms mortgaged in 
the different sections of the United States : 

PER CENT. OF MORTGAGED FARMS. 



Section. 


1910. 


1900. 


1890. 




33.6 
34.9 
38.3 
40.9 
46.1 
18.8 
22.7 
30.6 
20.8 
36.8 


31.0 

34.1 
40.3 
39.4 
44.3 
16.8 
17.0 
18.2 
14.4 
27.6 


28.2 




28.2 




37.0 




37.6 


West North Central 


48.0 




7.4 




4.5 




4.8 




14.1 




28.7 






The North 


41.9 
23.5 
28.6 


40.9 
17.2 
21.7 


40.3 


The South 


5.7 


The West 


23.1 








30.9 
38.0 


29.7 
33.4 


24.8 




34.7 







In every geographic division except the Middle Atlantic 
the proportion of farms mortgaged was greater in 1910 than 
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in 1900 and in every division except the West North Central 
the proportion was greater in 1910 than in 1890. 

There is an abundant supply of funds which, with perfect 
security, could be used for investment in long term mortgage 
loans at low rates of interest, such as the savings of people 
earning wages or salaries, the proceeds of life insurance in the 
hands of widows and other beneficiaries, funds belonging 
to estates, minors, and wards in chancery, funds of insurance 
companies and benevolent societies, endowments of colleges, 
hospitals and other institutions, trust funds, and assets 
handled by receivers in bankruptcy. The custodians of such 
funds, which aggregate an enormous sum, have not usually 
made loans to farmers direct, but largely through investment 
companies charging high rates of interest and commissions. 

The Federal Farm Loan act puts it in the power of those 
interested and those who have funds to invest to extend to 
farmers the credit at reasonable rates which they need as 
much as it is needed by merchants and manufacturers. The 
investment may be made in farm loan bonds, and the proceeds 
from the bonds used for accommodating farmers, who in the 
aggregate produce a great part of the wealth of the country. 
The bonds issued under federal supervision, protected by every 
safeguard, legally acceptable as security for trust funds, and 
exempt from all taxation, will offer a most attractive form of 
investment, and investors as well as farmers will be gainers. 

All loans made under the Federal Farm Loan act will be 
made on an amortization plan, by which the principal is repaid 
in annual or semi annual installments during a period of 
from 5 to 40 years, interest payments being made at the 
same time. Experience teaches that a borrower is much more 
likely to meet his loan obligations without default if he pays 
the principal in small regular installments at fixed periods, 
instead of meeting the whole obligation after the expiration 
of several years. 

The Federal Farm Loan Board has supervision over federal 
land banks, which, in turn, have supervision over national 
farm loan associations. Loans are made by the banks through 
the associations to members of the associations. The banks 
are authorized to issue bonds, secured by the first mortgages 
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they hold, and to lend to farmers giving first mortgage security 
the proceeds from the sale of the bonds. 

The rate of interest on the mortgages shall not be more 
than 1 per cent, over the rate of interest of the bonds. For 
example, if the current rate of interest on farm loan bonds 
is 4 par cent., the bank may charge not to exceed 5 per cent, 
to farmers who borrow. This margin of 1 per cent, on the 
amount of unpaid principal is available to the bank for its 
expenses and earnings, but it will probably be reduced in 
practice. The act provides that the interest on bonds issued 
by the banks shall not exceed 5 per cent., so that the rate 
of interest paid by mortgagors will in no instance exceed 6 
per cent., and this may be reduced by the dividends of the 
bank. 

The national farm loan associations, which recommend 
loans by the federal land banks, are cooperative organiza- 
tions, and are managed with a minimum of expense. Members 
of such associations may be expected to see that the best 
available men in their respective communities are selected 
as directors, and to keep careful watch lest unsafe loans be 
made with resulting personal loss to all members. 

In Europe much has been accomplished by legislation that 
encourages cooperation. There are societies to organize co- 
operative institutions and lecturers who go about to spread 
the cooperative gospel. There are cooperative insurance 
companies, cooperative buying and cooperative selling or- 
ganizations, cooperative markets, creameries, and breeding 
establishments and the like. In most European countries 
cooperative land mortgage and rural credit systems have 
been in successful operation for many years. The Federal 
Farm Loan act is but one factor in the vast field for cooperation 
on a national basis that lies before the American farmer, but 
it will greatly stimulate the cooperative spirit and will lead 
to the formation of other cooperative enterprises on a large 
scale. 

The fact that American agriculturists were not provided 
with suitable credit accommodations has long been recognized, 
but the subject did not receive general attention until 1912. 
The passage of the Federal Farm Loan bill is the result of 
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four years of effort and publicity. Mr. David Lubin, who 
had been the American delegate to the International Institute 
of Agriculture, was invited to make an address on the subject 
of a rural credit system to the Southern Commercial Congress 
at its annual convention held at Nashville in 1912. He 
accepted on condition that the representatives from the 
various states should assemble a week prior to the convention 
and devote that time to the study of the subject. Twenty 
seven states sent representatives to the conference. 

Mr. Lubin addressed the conference, explaining rural credit 
systems in foreign countries, and afterwards devoted much 
attention to the proposition of establishing such a system in 
the United States. The convention decided that a com- 
mission, composed of two men from each state, should go to 
Europe to study the subject in countries where such systems 
were in operation. The matter was taken up with President 
Taft, the Department of State, the governors of the various 
states and with organizations of farmers throughout the 
country, and the plan received general endorsement. It was 
endorsed in the platforms of the three major political parties 
in their national conventions in 1912. 

Later, the agricultural bill passed by Congress contained 
provisions for a Federal Commission of seven members to be 
appointed by the President, " to cooperate with the American 
Commission assembled under the auspices of the Southern 
Commercial Congress." The American Commission, com- 
posed of two men from each of 35 states and four Canadian 
provinces, and five members of the Federal Commission sailed 
from New York in April, 1913. At Rome they were received 
by the King and Queen of Italy at the home of the Inter- 
national Institute of Agriculture. Through delegates to the 
institute, plans were made for a tour of 14 European countries. 
The commissions were aided by every facility the various 
governments could offer, and they returned to the United 
States in July, 1913. 

A great mass of valuable, authoritative data was collected 
by the two commissions. Elaborate reports were made by 
the commissions — by the Federal Commission to Congress 
and by the American Commission to the governors of all 



298 American Statistical Association. [74 

states, — and the data and reports were published as Senate 
documents, and widely distributed, especially among farmers 
and agricultural organizations and journals. This publicity 
aroused wide interest in the proposition. The measure was 
strongly endorsed by President Wilson, as it had been by 
President Taft. President Wilson's annual message to Con- 
gress, in December, 1913, was largely devoted to the subject. 

The report of the Federal Commission, containing the bill 
recommended, was presented, in January, 1914, to the Senate 
by Senator Duncan U. Fletcher, of Florida, and to the House 
by Representative Ralph W. Moss of Indiana. Senator 
Fletcher was chairman of both commissions that visited 
Europe, and Mr. Moss a member of the Federal Commission. 
Senator Fletcher was President of the Southern Commercial 
Congress in 1912, when the movement started, and has been 
since then. 

The agricultural appropriation bill enacted in 1915 provided 
for a joint committee on rural credits, to consider all bills on 
the subject and to report to Congress. This joint committee 
consisted of Senators Owen of Oklahoma, Hollis of New 
Hampshire, Gore of Oklahoma, Smith of Georgia, Nelson of 
Minnesota, and Brady of Idaho; and Representatives Glass 
of Virginia, Phelan of Massachusetts, Lever of South Carolina, 
Moss of Indiana, Hayes of California, and Hawley of Oregon. 
Representative Carter Glass was made chairman of this 
joint committee, Representative Ralph W. Moss of a sub- 
committee on personal rural credits and Senator Henry F. 
Hollis of a sub-committee on land mortgage loans. Through 
hearings before these committees, and by means of a wide 
distribution of literature on the subject, the whole country 
became interested as rarely before in a measure, and a realizing 
sense of the need for legislation became nation wide. 

The draft of a revised bill and a report by the sub-committee 
on land mortgage loans were adopted by the joint committee 
on rural credits and presented to Congress in January 1916. 
The report, signed by Senator Hollis for the sub-committee, 
concluded with the following summary: 

It is believed that the system of land banks outlined in 
the proposed bill affords a safe and attractive farm loan bond 
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for the investing public; low interest rates, long term mort- 
gages, and easy payments for the farmer; low cost of adminis- 
tration; simplicity of organization and operation; adaptability 
to the needs of every section; and stimulation to the spirit of 
generous cooperation among farmers. 

The Senate and House referred the bill to their committees 
on banking and currency. The bill, when reported with a 
few changes, was passed in the Senate by a vote of 57 to 5 
and in the House by a vote of 295 to 10. The conference 
committee consisted of Senators Owen, Hollis, Fletcher, Nelson, 
and Gronna, and Representatives Glass, Phelan, Moss, 
Hayes, and Piatt. The conference report was agreed to by 
viva voce vote in the Senate, and with only 12 votes recorded 
against it in the House. The bill was approved by President 
Wilson on July 17, 1916. 

The Federal Farm Loan Board. A bureau of the Department 
of the Treasury, called the Farm Loan Bureau, will execute 
the provisions of the act, under the general supervision of 
a Federal Farm Loan Board, with headquarters in Washing- 
ton. This board consists of five members, of whom one is 
the Secretary of the Treasury, who is chairman ex officio. 
The other four members are appointed by the President of 
the United States, by and with the advice and consent of 
the Senate, and not more than two may be appointed from 
one political party. One of the four is designated by the 
President as the Farm Loan Commissioner, who is the active 
executive officer of the board. 

One of the four members appointed by the President serves 
for two years, one for four years, one for six years, and one 
for eight years, and thereafter each of these four members 
will serve for eight years, unless sooner removed by the 
President for cause. These four members receive a salary 
of $10,000 annually, and must devote their entire time to the 
business of the board, and not engage in any other banking 
or mortgage loan business. 

The Federal Farm Loan Board has power: 

To organize and charter federal land banks, to charter 
national farm loan associations and joint stock land banks, 
and to exercise general supervisory authority over them. 
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To review and alter the rates of interest to be charged for 
loans made by federal land banks, these rates to be as uniform 
as practicable. 

To make rules respecting the charges to borrowers for 
expenses in appraisal, determination of title and recording. 

To grant or refuse to federal land banks or joint stock 
land banks authority to make any specific issue of farm loan 
bonds. 

Upon request of the Federal Farm Loan Board, the Secretary 
of the Treasury is authorized to make deposits for the tem- 
porary use of any federal land bank, at current rates of 
interest for such deposits, to be secured by farm loan bonds 
or other collateral satisfactory to him. Certificates of such 
deposits held by him shall be redeemed at his discretion. 
The aggregate of Government funds thus deposited may not 
exceed $6,000,000 at any one time. 

The sum of $100,000, or so much thereof as may be neces- 
sary, is appropriated for carrying into effect the purposes 
of the act. The salaries and expenses of the members and 
employees of the Federal Farm Loan Board, and of a farm 
loan registrar for each federal land bank district, and of 
land bank examiners are to be paid by the United States. 
No funds of the United States may be used for paying any 
other salaries or expenses of the federal farm loan system. 
The officers and employees mentioned are excepted from civil 
service rules, but the President has the power to place them 
in the classified service. 

It is the duty of the Federal Farm Loan Board to prepare 
amortization tables which are to be used by national farm 
loan associations, federal land banks, and joint stock land 
banks, to prepare forms on which such associations and banks 
report to it quarterly, and annually to make a full report 
to the Speaker of the House of Representatives, to be printed 
for the information of Congress. 

Federal Land Banks. The Federal Farm Loan Board is 
directed to divide the continental United States, excluding 
Alaska, into 12 districts, no district containing a fractional 
part of any state, and to establish in each district a federal 
jand bank, with its principal office in such city as the board 
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shall designate. Subject to the approval of the Federal 
Farm Loan Board, any federal land bank may establish 
branches within its district. Each district bank, before begin- 
ning business, must have a subscribed capital of not less 
than $750,000, divided into shares of $5 each. The capital 
may be increased from time to time. Stock subscriptions are 
required from national farm loan associations, and may be 
received from individuals, firms or corporations or from the 
government of any state, and, on organization of the bank, 
from the United States. 

If within thirty days after the opening of books of sub- 
scription for the capital stock, any part of the $750,000 has 
not been subscribed, the Secretary of the Treasury shall sub- 
scribe the balance on behalf of the United States. While 
funds of the United States may thus be used in completing 
the minimum stock subscription on the organization of a 
federal land bank, provision is made for the retirement of 
the stock held by the United States when additional sub- 
scriptions are received from other sources. Government 
owned stock receives no dividends, but other stock shares in 
dividend distributions. 

Each national farm loan association and the Government 
of the United States shall be entitled to one vote for each 
share of stock held by it in deciding all questions at meetings 
of stockholders, but no other shareholder is permitted to vote. 
Stock owned by the United States is to be voted by the Farm 
Loan Commissioner, as directed by the Federal Farm Loan 
Board. 

Every federal land bank has power to borrow money, to 
give security therefor, and to pay interest thereon; to accept 
deposits of securities or current funds from national farm 
loan associations holding its stock, but to pay no interest 
thereon; to issue, subject to the approval of the Federal 
Farm Loan Board, and to sell farm loan bonds, which must 
be secured by first mortgages upon farm land deposited with 
the farm loan registrar for the district; to invest its funds in 
the purchase of first mortgages on farms in its district; to 
buy and sell United States bonds and to deposit its securities, 
and its current funds subject to check, with any member 
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bank of the Federal Reserve System, and to receive interest 
thereon. When necessary or convenient, a federal land bank 
may acquire and dispose of real or personal property, and 
may lease the same in part for revenue purposes, but, without 
the special approval of the Federal Farm Loan Board, may 
not retain for longer than five years possession of any real 
estate purchased or acquired to secure a debt. 

No federal land bank has power to accept deposits of 
current funds payable upon demand except from its own 
stockholders, to make loans except on first mortgages through 
national farm loan associations, to issue bonds in excess of 
20 times its capital or surplus, or to receive from any national 
farm loan association additional mortgages when the principal 
remaining unpaid upon mortgages already received from such 
association exceeds 20 times the amount of its capital stock 
owned by such association. 

Bonds issued by federal land banks may be in denominations 
of $25, $50, $100, $500 and $1,000, in series of not less than 
$50,000. They shall have interest coupons attached, payable 
semi annually, and the rate of interest must not exceed 5 
per cent, per annum. 

All bonds are issued against collateral security of United 
States Government bonds, or first mortgages on farm lands, 
at least equal in amount to the bonds issued. The Federal 
Farm Loan Board may, at any time, call upon any land 
bank for additional security to protect the bonds it has issued. 
The security is made still stronger by a provision that when 
any farm loan bank shall default in paying the interest 
coupons on its bonds, the other such banks shall be liable to 
pay them in equitable proportion, and shall be liable also 
to pay proportionately the unpaid principal of farm loan 
bonds issued by any such bank which shall not be paid after 
the assets of the bank shall have been liquidated and dis- 
tributed. 

Not less than 25 per cent, of the capital of any land bank 
for which stock is outstanding in the name of national farm 
loan associations must be held in readily marketable securities 
or other liquid assets. Five per cent, of the capital must be 
invested in United States Government bonds. 
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Each federal land bank temporarily must have five direc- 
tors and, when the subscriptions of national farm loan associa- 
tions to its stock have reached $100,000, nine directors, of 
whom six, called local directors, are nominated and elected 
by the directors of the national farm loan associations in the 
district. These six local directors designate two of their 
number to serve one year, two to serve two years, and two 
to serve three years, their successors to be elected for terms of 
three years. The other three directors, called district directors, 
are appointed by the Federal Farm Loan Board and rep- 
resent the public interest. In case of a tie the Farm Loan 
Commissioner determines the choice. The Federal Farm 
Loan Board designates one of the district directors to serve 
for three years and to act as chairman, one to serve for two 
years, and one for one year, their successors to be appointed 
for terms of three years. A director must have been a resident 
of the district for at least two years, and during his term of 
office may not engage in any other banking or mortgage 
loan business. At least one district director shall be ex- 
perienced in farming and be actually engaged in farming in 
the district. 

The board of directors, subject to the approval of the 
Federal Farm Loan Board, fix the salaries of the directors, 
officers, or employees, to be paid from the general funds of 
the federal land bank. 

National Farm Loan Associations. In any farm loan district 
10 or more natural persons may unite to form a corporation 
known as a national farm loan association, which shall be 
composed only of those who are owners or about to become 
owners of farm lands and of those who are borrowers or about 
to become borrowers on such land. An application to the 
federal land bank for a charter must be accompanied by a 
subscription to the capital stock of the bank equal to 5 per 
cent, of the aggregate sum desired on mortgage loans, which 
sum may not be less than $20,000. 

Upon receipt of the stock subscriptions and of articles of 
association, the federal land bank sends an appraiser to 
investigate the solvency and character of the applicants 
for a charter, and then determines whether a charter for the 
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association should be granted. The recommendation of the 
land bank is forwarded to the Federal Farm Loan Board. 
If it is unfavorable, a charter is refused; if favorable, the 
board grants a charter, unless good cause is shown why this 
should not be done, and designates the territory in which the 
association may make loans. Upon receipt of its charter, 
such national farm association is empowered to receive from 
the federal land bank of the district sums to be loaned to its 
members on first mortgage farm land security. 

A national farm loan association is organized on a coopera- 
tive basis. Its capital stock, consisting of shares of a par 
value of $5 each, may be increased from time to time for the 
purpose of securing additional loans for members. Each 
shareholder participates ratably in dividends earned and 
distributed, and is entitled to one vote on each share of stock 
held by him at all elections of directors and in deciding all 
questions at meetings of shareholders, but in no case to more 
than twenty votes. Shareholders are individually and ratably 
held responsible for all debts and obligations of the association 
to the extent of the par value of the stock owned by them, in 
addition to the amount paid in and represented by their 
shares. 

Every national farm loan association has power to indorse, 
and thereby to become liable for the payment of first mort- 
gages accepted from its shareholders by the federal land 
bank of its district to secure loans on farm lands, and to issue 
certificates of deposits of current funds, bearing interest for 
not longer than one year, at not to exceed 4 per cent, per 
annum, convertable into farm loan bonds when presented 
at the district land bank. Such deposits must forthwith be 
transmitted to the bank, and invested by it in first mortgages 
or in the purchase of bonds issued by a federal land bank. 

Every national farm loan association must, out of its 
earnings, semi annually carry to reserve account a sum not 
less than 10 per cent, of the net earnings until there is a 
reserve of 20 per cent, of the outstanding stock issue, and 
thereafter 2 per cent, of the net earnings is to be added 
annually to this account. After the deduction of this reserve 
any association may declare a dividend to shareholders of the 
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whole or any part of the balance of its net earnings. The 
reserve is to be invested under rules prescribed by the Federal 
Farm Land Board. 

Any national farm loan association may make application 
to the land bank of its district for loans not exceeding in the 
aggregate one fourth of its total stock holdings in the bank, 
and the bank may make the loan and charge interest at not 
exceeding 6 per cent, per annum. 

Every national farm loan association shall elect a board of 
not less than five directors, who elect a president, a vice- 
president, a secretary-treasurer, and a loan committee of 
three members. All the directors and officers except the 
secretary-treasurer must be shareholders in the association 
and residents in its territory. 

The directors and all officers of the association, except the 
secretary-treasurer, serve without compensation unless the 
payment of salaries to them shall be approved by the Federal 
Farm Land Board. The salary of the secretary treasurer, 
fixed by the board of directors, and the reasonable expenses of 
his office and of the loan committee and other officers are to 
be paid from the general funds of the association. 

The secretary-treasurer must furnish a surety bond, and it 
is his duty to act as custodian of the funds of the association 
and to deposit the same in such bank as the board of directors 
may designate, to pay over to borrowers sums received for 
their accounts from the federal land bank, to collect, receipt 
for, and transmit to the federal land bank payments of interest, 
amortization installments, or principal arising from farm 
mortgage loans, and to be custodian of the stock certificates, 
securities, and records of the association. He must also make 
a report to the Federal Farm Loan Board, on specified forms, 
quarterly and when requested by the board. From time to 
time he is to assure himself that the loans made through the 
association are applied as set forth in the applications for 
loans by borrowers. He must report to the district land 
bank the failure of any borrower to comply with the terms 
of his mortgage or to pay taxes on the property mortgaged. 

Method of Obtaining Loans. Loans made through national 
farm loan associations to its members by federal land banks. 
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may not be for less than $100 nor more than $10,000 to any 
one borrower, and not for less than 5 years nor more than 
40 years. Loans in any bank district must be secured by 
first mortgages on farm land within the district, and must 
not exceed 50 per cent, of the value of the land mortgaged 
and 20 per cent, of the value of the permanent, insured improve- 
ments thereon, the value to be ascertained by appraisal, the 
basis of appraisal to be the earning power of the land for 
agricultural purposes. No loan may be made to any person 
who is not at the time, or shortly to become, engaged in the 
cultivation of the land mortgaged. The par value of shares 
of stock in national farm loan associations is $5 each, and 
every borrower must own one share for each $100 borrowed. 
In case of the sale of the mortgaged land, the federal land 
bank may permit the mortgage and stock interest of the 
vendor to be assumed by the purchaser. In case of the death 
of the mortgagor, his heirs or legal representatives have the 
option, within 60 days, of assuming the mortgage and stock 
interests of the deceased. 

Loans may be made for the following purposes only: 

To purchase land for agricultural uses. 

To purchase the equipment, fertilizers, and live stock 
necessary for the proper and reasonable operation of the 
mortgaged farm, and to provide buildings for the improve- 
ment of farm lands, the terms "equipment" and "improve- 
ment" to be defined by the Federal Farm Loan Board. 

To liquidate indebtedness of the owner of the land mort- 
gaged incurred for the foregoing mentioned purposes. 

Any person desiring to secure a loan must make application 
for membership in a national farm loan association, and state, 
on a prescribed form, the objects to which the proceeds of 
the loan are to be applied. He must also subscribe for one 
share of the association's capital stock for each $100, or major 
fractional part thereof, of the amount that he desires to borrow. 
The value of these shares, and the cost of appraisal, legal fees 
and recording charges are paid by the borrower, or, by ar- 
rangement with the federal land bank lending the money, 
may be included in the loan and deducted from the amount 
of the loan, provided that the whole amount does not exceed 
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$10,000. The applicant may become a member of the 
association by a two thirds vote of its directors. If the loan 
be granted he, on payment for the shares, becomes the owner 
of them. They are held by the association as collateral 
security for the payment of the loan, but the borrower re- 
ceives the dividends on them while outstanding. 

The application for a loan is referred to the loan committee 
of the association, composed of three members, who examine 
the land offered as security and make a detailed report. No 
loan may be approved by the association's directors unless 
the committee's report is favorable. This report is submitted 
to the federal land bank of the district, together with the 
application for the loan. The bank then refers the applica- 
tion and the loan committee's report to one or more of the 
land bank's appraisers, who investigate and make a written 
report upon the land offered as security, and no loan may be 
made unless this report is favorable. 

Whenever any national farm association shall desire to 
secure for any member a loan on first mortgage from the 
federal land bank of its district, it must subscribe for capital 
stock of the bank to the amount of 5 per cent, of the desired 
loan, such subscription to be paid in cash upon the loan 
being granted by the bank. Such shares of stock are held 
by the bank as collateral security for the payment of the loan, 
but the association is paid any dividends accruing on such 
stock outstanding. 

Every mortgage which a borrower makes to his association 
to secure his loan must be indorsed by the association to the 
bank that grants the loan, the association thereby making 
itself liable for the payment of the mortgage. Every such 
mortgage must be on an amortization plan, by means of a 
fixed number of annual or semi annual installments sufficient 
to cover, first, a charge on the loan, at a rate not exceeding 
the interest rate in the last series of farm loan bonds issued 
by the bank granting the loan; second, a charge for adminis- 
tration and profits at a rate not exceeding 1 per cent, per annum 
on the unpaid principal, said two rates combined constituting 
the interest rate on the loan; and, third, such amounts to be 
applied on the principal as will extinguish the debt within an 
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agreed period, not less than 5 nor more than 40 years. Before 
the first issue of bonds by any bank the rate may be determined 
by the bank, but at no time may the interest rate on loans 
exceed 6 per cent, per annum, exclusive of amortization pay- 
ments. Interest on defaulted payments, however, may be 
at the rate of 8 per cent. 

Any association is allowed to retain as a commission from 
each interest payment on any loan indorsed by it an amount 
to be determined by the Federal Farm Loan Board, not to 
exceed one eighth of one per cent, semi annually upon the 
unpaid principal of the loan, any amounts so retained to be 
deducted from dividends payable to the association by the 
federal land bank. 

If the borrower expends the whole or any portion of a loan 
for purposes other than the specified objects for which farm 
loans are allowed, or if he defaults in any covenant of the 
mortgage, the whole of the loan may, at the option of the 
mortgagee, become due and payable forthwith. Taxes, liens, 
judgments, or assessments on the mortgaged land which are 
paid by the mortgagee become a part of the debt and bear 
simple interest at 8 per cent, per annum. Every borrower 
must undertake to keep insured all buildings the value of 
which was a factor in determining the amount of his loan. 
Insurance must be made payable to the mortgagee, as its 
interest may appear at the time of loss, and at the option of 
the mortgagor, subject to general regulations of the Federal 
Farm Loan Board, sums so received may be used for re- 
construction of the buildings destroyed. 

In the discretion of the federal land bank making a loan, 
a reappraisal of the mortgaged land may be permitted at any 
time, and such additional loan may be granted as such re- 
appraisal will warrant. 

After five years from the date of a loan, payments in 
addition to amortization payments may be made in sums of 
$25 or any multiple thereof for the reduction of the principal, 
or payment of the entire loan may be made, on any regular 
installment date. 

The shares of stock in a federal land bank paid for by a 
national farm loan association when it secures a loan for 
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one of its members from the bank may, in the discretion of 
the bank's directors, and with the approval of the Federal 
Farm Loan Board, be paid off at par and retired, and must 
be paid off and retired upon full payment of the mortgage 
loan. In such cases the national farm loan association pays 
off and retires the corresponding shares of its stock which 
were issued to the mortgagor when the loan was secured from 
the bank. 

Whenever it shall appear to the Federal Farm Loan Board 
that national farm loan associations have not been formed 
and are not likely to be formed in any locality, because of 
peculiar local conditions, the board may authorize federal 
land banks to make loans on farm lands through agents 
approved by the board. No agent may be employed, how- 
ever, other than an incorporated bank, trust company, mort- 
gage company, or savings institution chartered by the state 
in which it has its principal office. 

Loans made by such agents are subject to the same con- 
ditions and restrictions as if they were made through national 
farm loan associations, and each borrower must become a 
shareholder in the federal land bank granting the loan to the 
extent of 5 per cent, of the amount he borrows. 

Any agent negotiating such a loan must indorse the same 
and become liable for the payment thereof on default by the 
mortgagor. When required by the federal land bank, the 
agent collects and forwards to it without charge all interest 
and amortization payments on loans the agent indorses. 
The bank may allow the agent the actual expenses of ap- 
praising the land offered on security, of examining and certify- 
ing the title, and of making, executing and recording the 
mortgage papers, and in addition one half of 1 per cent, per 
annum upon the unpaid principal of the loan, such commission 
to be deducted from dividends payable to the borrower on 
his stock in the bank. 

If there shall be a default under the terms of any indorsed 
mortgage held by a federal land bank, the national farm 
loan association or agent through which the mortgage was 
received by the bank is notified of the default, and the associa- 
tion or agent is required within 30 days to make good the 
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default, either by payment in cash of the amount unpaid, or 
by the substitution of an equal amount of the bank's farm 
loan bonds, with all unmatured coupons attached. 

Joint Stock Land Banks. In some localities farmers may 
dislike the publicity and scrutiny which are necessary in 
obtaining loans through national farm loan associations from 
a federal farm loan bank. On account of objections to 
cooperative undertakings, such associations may be formed 
slowly in some states, with the result that farmers in a wide 
field could not secure credit accommodation at reasonable 
rates. 

The act, therefore, provides for the organization of joint 
stock land banks, with private stock subscriptions, for the 
purpose of lending on farm mortgage security and issuing 
farm loan bonds. These banks can not engage in other 
business or receive deposits. The United States Government 
will not be a shareholder, as it may be in the organization of a 
federal land bank. Any number of natural persons not less 
than ten may organize a joint stock land bank, which must 
have not less than five directors. Share holders are individ- 
ually and ratably held responsible for all the contracts and 
debts of such bank to the extent of the face value of the stock 
they own, in addition to the amount paid for their shares. 

A joint stock land bank may be chartered by the Federal 
Farm Loan Board when it has capital stock to the amount of 
at least $250,000 subscribed, and it may begin business 
when one half of that amount is paid in and the balance is 
subject to call by the board of directors. It may not issue 
bonds, however, until the stock subscriptions are entirely 
paid, and it may not issue bonds in excess of 15 times the 
amount of its capital and surplus. 

Joint stock land banks are restricted to a charge of 6 per 
cent, on farm loans, as in the case of federal farm banks, 
and are not allowed to charge a rate of interest exceeding 
by more than 1 per cent, the rate of interest on their last bond 
issue, and they may in no case demand or receive, under any 
form or pretence, any commission or charge not specifically 
authorized by the federal farm loan act. No joint stock 
bank may make loans not secured by first mortgages on farm 
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lands within the state in which is its principal office, or within 
some one state contiguous to that state. 

Certain restrictions on the loans of federal farm loan banks 
do not apply to joint stock land banks, such as limiting the 
amount of loans and requiring that loans be made to farmers 
only and that they be used for only specific purposes. The 
loans of joint stock land banks must be payable in amortization 
installments, and in other respects so far as applicable such 
banks are subject to the restrictions and conditions imposed 
on federal farm land banks. 

The Federal Farm Loan Board appoints land bank ex- 
aminers, who are subject to the same requirements, re- 
sponsibilities, and penalties as are applicable to national bank 
examiners under the Federal Reserve act. They examine 
federal land banks and joint stock land banks at least twice 
each year, and national farm loan associations whenever so 
directed by the board. 

Every federal land bank, and every joint stock land bank 
must semi annually carry to reserve account 25 per cent, of 
its net earnings, until there is a reserve of 20 per cent, of 
the bank's outstanding stock issue, and thereafter 5 per cent, 
of the bank's earnings are to be added annually to this ac- 
count. After the deduction of this reserve every federal 
land bank or joint stock land bank may declare dividends to 
its shareholders of the whole or any part of the balance of 
its net earnings. The reserves are to be invested under rules 
prescribed by the Federal Farm Loan Board. 

The capital and reserve or surplus of every federal land 
bank and of every national farm association, and the income 
derived therefrom, are exempt from national, state, municipal, 
and local taxation. Mortgages held by federal land banks 
and joint stock land banks to secure loans on farm lands, and 
farm loan bonds issued by such banks and the income derived 
from these mortgages and bonds are also exempt. The shares 
of stock in federal land banks are exempt, but under the 
terms of the act the shares of joint stock land banks are not 
exempted, and real estate however acquired by either federal 
land banks or joint stock land banks is not exempted. 
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Farm loan bonds issued by federal land banks or joint 
stock land banks are a lawful investment for all fiduciary and 
trust funds, and may be accepted as security for all public 
deposits. Such bonds may be bought or sold by any member 
bank of the Federal Reserve System. 

When so designated by the Secretary of the Treasury, 
federal land banks and joint stock land banks may be de- 
positories for public money, except receipts from customs, 
but no Government deposits may be invested in mortgage 
loans or farm loan bonds. 



